11044290347

RECZINVED
ATTORNEYS AT LAW FEDERAL ELECTIUN

MISSION
MCGAHN & ASSOCIATES PLLC nmcs ur CEHERAL
809 7™ STREET, NW OUNSE

WASHINGTON, DC 20004 08 APR23 P 352
(202) 684-7096 )
FAX (202) 654-7033
April 23, 2008
Thomasenia P. Duncan, j
Cromasenia P, Duncan, Esquire prE-MUR# 170 _
Federal Election Commission
999 E Street, NW
Washington, DC 20463

Re:  Sua Sponte Submission on Behalf of the
MMMW

Dear Ms. Duncan:

Pursuant to the Commission’s Statement of Policy Regarding Self-Reporting of
Campaign Finance Violations, we respectfully submit this letter as part of a sua sponte
submission on behalf of our client, the National Republican Congressional Committee
(hﬂ'emaﬁcr the “NRCC” or "Commm"), a national political party of the Republican
Party.! This letter foRows our prior communications with your Office.

Acconding ts the Cammitiee’s iniernal proesdures as adopeed by its Executive
Committee consistent with the Committee’s bylaws, the Committee is to obtain a third-
party accounting of its books and records not less than annualily. Obtaining this audit is
the responsibility of the Committee’s oversight committee. Prior to January 28, 2008, the
Committee believed that such audits had occurred each year through and including 2005,
and that the 2006 audit was underway mnd near comipletion.

Ths NRCC's oversigift comxmittee had tasksd Cheis Ward with coordinsting its
annual sudit for calendtir year 2006. Wasd hwd served it the NF.CC sines Novexsber 3,
1995, £ud cs tremmser sinoc 2093 thremgh July 2007, amd tieon benmme a cossultant to the

! We note that the Commission’s Policy is just that — a poliicy, and not a regulation. Nonetheless,
the Committee is self-reporting in good-faith relisace upon that palicy.
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Committee. On January 28, 2008, Ward informed the NRCC that no audit for the year
2006 was underway, let alone nesr completion. This eccurred despie repoated inquiries
over a numirer of mumths from i NRCC lvedacsthlp) inclwiling the ehitsammn’s office mid
the [samd of tihe NRCC’s avaghight committee, asd canmesnes faon Yifand that the audie
was sismegy. Ward’s esnsuiting duties were treminatod Jesvary 28, 2008.

Shortly thereafter, the NRCC learned that Ward had apparently fabricated a
supposed draft final saudit, and submitted the bogus 2006 financia! statements to the
NRCC'’s bank. The Committee then retained additional counsel, Covington & Burling
LLP, on January 30, Z%08, to review the matter; and upen their advice, the Committee
reported the maitter to the FBI, which opeaell a crizninal investigation. On Jamuary 31,
2008, we contuwned your office repmtling potential ispars with our yesr e repurt — at
thet paing in timme, we Mmi no wecific inflamstion thnt veoutd lerad oy te beliew: that our
reports ware mytling dther than coment as fllad, but in ighl of éhe revelations ssganding
the bagus madits, chose ta notify your office of the iregnlanity.

Covington & Burling LLP retained PricewaterhauseCoopars o conduct a forensic
investigation of the Committee’s financial records. Since then, and as a result of the
investigation being conducted, the Committee has learned that the last year for which the
NRCC obtairred a completed independent audic repori was calendar year 2001. That andit
was corxtucted and completed darimg 2002. It appears that after becoming treasurer in
2003, Ward submitted bogss audit repomts to the Cuanmitioe’s bmt: for calondhr youss
2002, 2003, 200, .S aed 2i15.

ANAAYSIS
1. Unauthorized transfers of fands

Based on analysis conducted to date, it appears likely that over a period of several
years Ward made several hundred thousand dollars in unauthorized wire transfers of
NRCC funds to outside com=nitises whose bank aseounts he had access to, including
joint fundraising committees in which the NRCC participated. He also appears to have
made subsequmnt tooatiiess cif nenmxf] Inxaiiresi fincazand dolinrs iu fumds frem thinm:
outsidr comneitions ta what apperr o be his paesend] tuak ancosats. Thusa uzantherised
transactions deds back (o st least 2004. The mast dellar figusos sre cumaatly a mowing,
targat, and an the investigation poogressas, it is entisaly possitie thet these figures will
change, either by increasing or decreasing. The forensic investigation hsa also noted *
numerous instances in which the unauthorized transfers were either not accurately
reported, or were not reported at all, on the Committee’s disclosure reports.

2. Addilional financial findRugs
The itteemeti ibwnatigatiun ales kas dutsmined thiat them wrs & disswpomzy

bemvean the Ceammittas’s ensh on inexd as riportel and ite atteal exul sm bad ovar the
last several years. The initial findings are as follows:
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o At year end 2006, the Committee’s actual cash on hand was approximately
$990,000 lesy than the amuunt repeed to the Conmibsion.

e The actual cuizh un hand s of the Cozanitee’s report for Janmey 31, 2008
(filed o Fedruary 20, 1008) reas aypenxinrotely $740,008 las than the
amount repariad to the Commeisision.

We suspect, but have not yet confirmed, that some of that discrepancy was due to
unauthorized transfers of funds. As a result of these findings, we again contacted your
Office. At that time, your Office advised us to adjust and correct the cash on hand
amount om our next regularly-fileli report. The Commiittee, in the interest of full and
prompt élsclosure, filed on March 13, 2808 & Porm 99 inforzational nofice reflecting that
as »f Januavy 31, 2008, the NRCC’s cash vn land was $5,689,997.24 (an adjustnmst of
$748,152.89). Tois motics was based wr the hent indiamition available ® the Committee.

Additionally, the Committee has laxrnesd éhe amaunt reported as antstanding oe
the Committee’s line of credit was $200,000 less than the actual amount owed.

3. Timing for completion of forensic investigation

We emphasize that this information is preliminary, and is based only on the
internal investigative work contiucied to date. Foremsic invetigation work takes
significant time, and in this case it requires review of thousands of transactions by a team
of forensic audigors. Tids wanik is highty ey inttesive and sepensiwe. W saprenily
anficinate thet: thi imnstigation wiil teks m odditional fanr wesks, though it is pansibee
mage time will be acedaii. We will andsavor to inforar your Ciifice with respect to a

In addition, there is already an ongoing criminal investigation. We refrained from
making extensive comments about this matter so as not to compromise the investigation
being conducted by the Ii31. OF course, the criminal investigation may develop
additional evidence as well.

4. Nuacame vif Violatiuos and Corviniike Actien

An part of its submission, the Committee wishes to inform the Commission that:
(1) upon discovery of the issues, the Committee put an end to the activity giving rise to
the issues; (2) the Committee, having invested considerable tine and resources into
resolving its issues, is making a timely and complete disclosure to the Commission and
intends to fully cooperate in the disposition of the matter; and (3) the Committee has
implemented axd contimces to implement sppropriaze and timely corrective measures,
including intemal euntrols and sefegwards necesnary to pesvesii sunonce, and rerzmins
opuis te saggestion rugaroiag additdonal costrois mud swogeards.

Mamover, bazed upan the cemilts of its con self-inWtinted remieowv, the Comanitier
beliavas tha foliowing to b true:
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» The type of violation: The Committee’s violations were not knowing and willful,
nd did not result from reckless disregard fer legal requivemnerns or delibenme
indifferermee to indicia of weengful sondlsct. bxstemd, the violution: wee esatoret
aroumt] a failsth te repert sctivity that appesss to be the putatdinlly crimsng
conduct of ene inalividual.

> The magnitude of the violation: The Committee’s issues resulted from a handful
of discernable events, and not an ongoing pattern of intentional or reckless
misreporting. There is not a history of similar tonduct by the Committee. To
date, the Committee is mot aware of any ofer individual who knew of the
violation omtil after the conduet eccurred. Nor is the Cormittze aware thar any
other imdividual vwus sverced into peeticipating in the violition.

» The origin of the vislation: The Committae’s onnsmat was aat indeaded to
advance its interests or to defraud it for the personal gain of a particular individual
— in fiact, the Committee was unawars of the activity giving rise to the current
issues. There wern internal controls and procedures in place. Althangh those
procedures failed to prevent the problematic conduct in this instance, they have
since been modified to ensure such conduct will not occur in the future.

Moaeover, the Conmittee has undertakon significesit comvective action, ami

> Investigative an! cornactiur aciluns: The issiies thitt heve gamesated titis sua
spoxie smbmissicn ceased upcn discovery and appropriate corrective measures
were taken shortly thereafter. The Comumittee continues to thoroughly review the
nature, extent, origins, and consequences of the conduct and related behavior. In
addition to promptly clarifying the public record regarding its cash on hand, the
Committee will prepare and file amendments that correct and clarify the public
record by making appropriute and timely disclosures.

» Pon-@scovesy compliance: The Coramittee hus tiken meummes to Micke sertain
that theve i ansamnoos that the amadudt will not cuour i the fisttre.
Furtinnore, the Cemmittus s mipphengsted its excisting itemnal controls,? and
adopted and ensured enforcement of more effective internal controls and
procedures designed to prevent a recurrence, with specific emphasis on this issue
here, unsuthorized wire transfers. By way of summazy, the Committee has
already instituted the following:

v All external wire transfers now require confirmation from a second,
addltional individual prior to 8w Bemk prozessing the wire. Although fhe
Cemmittiee had safeguards in place (specifically, %we sets of codes were
reyuind to ssthwize a wire, as well as written sign off by multiple
individuals), those safeguards did not prevent what occurred (as various

2 Such controls pre-date, jut ase simitar to those set fonth in the Commiosion®s Statamast of
Policy on a Safe Harbor for Misreportiag Due to Embezziement.
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duties became concentrated with Ward, he came into possession of both
sets of cedes).

¥ The internal review has not uncovered any instance of Ward improperly
jssuing choels i himaalf or compunies he aomtrolied faem the NRCC (the
Committee’s palicy has tween shat 21l checks sver $25,000 rrguired a
second signature).

v The Committee is implementing procedures for periodic bank
reconciliations.* New software is being installed, and once installed, the
Committee will incwr the expense of re-entering 28UB data and prior years
as nowded. Tle Comumittee is diso changing its datu proeessing vetxder
one theit hnes inoreaset sounpliaxce ead woonwilieton capability (tie
previauv wimdor was unahie te pexform o bank mconciiintics,, aid any
bank recencilistion waa periormed tw-howse persamably by Wand®).

v The Committee has retained both Huckaby Davis Lisker and the
Compliance Consulting Company of Virginia to prepare the Committee’s
disclosure reports. Keith Davis now serves as the Committee’s treasurer.

v The Committee has enhanved its aiready thorough ltermml sign-off
proositros. In addition to obmining sipn-off froxs the relewant division
director and counsel, the executive director and treasurer will both review
each inmoicn prier ts {mming paynsat.

v The Committes will ccatinue to review conteiluticzs fou eompliance with
source and limitation restrictions, ensure that the Committee’s treasurer
exercise his best efforts and the like.® The review did not uncover any
issues that have caused the Committee to change its procedures in such
areas.

v The Conmittos will enmtinwe: te sxsuss that all batk svesunts we apaned
in the emere af e Conmrities. The mvirw dixl mnt unnover ety acussnts
opened in Ward’s name or the like.

3 However, the review did uncover svidence that Werd, after transferring firels foom the NRCC
to affiliated joint fundraising committees, did write unauthorized chacks finm those committees
to himself.

4 The Committee will mow, a3 a matter of poficy, review bank statements for unauthorized
transactions and reconcile its accounting records each month. Similarly, bank records will be
reconailed to disciasure seposis prioe to filing. Thase esonciliatisns will ke done by semmone
other than a sheck signer arr = individual respemsible for hazdling the committee’s accounting.
3 The review has determined that the Committee apparently did periodic reconciliations on a
monthly basis for years. In fact, as controller Ward did those reconcilistions and presented the
results to the Committee’s treasurer. Once Ward became treasurer in 2003, it appears as that,
unbknownst to the Committes, the bank reconciliations became more infrequent.

¢ Comyistent with the Ceremissica’s policy sixtcmeri, this review was =t conllucted by
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Finally, the Committee took voluntary steps immediately upon leaming of the
issues and has attempied to provide u oompreliensive arnd detaiied disclomue of the
results af itz intexnal ssview to the Corsesismiiom in a tinoely menner. Likewise, the
Comeittee will maite relevant necords and witneszes availabis to the Commission, and
made and will continue to maie all reasonthle efforts to sacurs the cocpezatian of
relevant employees, volunteess, vendors, danors and other staff without requiring
compulsory process. It has attempted to provide the Commission with sufficient
information for it to evaluate the measures taken to correct the situation and ensure that
the conduct does not recur. In the event the Commission has additiomal questions, the
Committee intends to cooperate with such inquiries.

e aooolasiom, ie NRCC is peoviding this wpdate di the status of its own internal
investigation. It is important to note that this is preliminary, and that the investigation is
ongoing and the infarmation providad bnrein may changs and ke supplecncntad when the
investigation is completed. We will endeavor to keep your Office informed an a regular
basis.

Please do not hiesitate to contact us with any questions or concerns.

Respectfully,
- A
i

Donald F. McGahn II

Counsel, National Republican
Congressional Committee



